Withholding Taxes or Information Exchange: The Taxation of International Interest Flows. by Harry Huizinga & Søren Bo Nielsen
‘￿|￿￿L*_￿?} |@ it Lh ￿?uLh4@|￿L? i U￿@?}iG |￿i
|@ @|￿L? Lu ￿?|ih?@|￿L?@* ￿?|ihit| ￿L￿t
O@hh) O￿￿3￿?}@
,￿hLTi@? ￿L44￿tt￿L?c A￿*M￿h} N?￿￿iht￿|) @?_ ￿,￿+
@?_
5￿hi? ￿L ￿￿i*ti?
￿LTi?￿@}i? ￿￿t￿?itt 5U￿LL*c ,￿+Nc @?_ ￿,￿+
a￿*) 2fff
Devwudfw
Wklv sdshu frqvlghuv zlwkkroglqj wd{hv dqg lqirupdwlrq h{fkdqjh dv dowhuqd0
wlyh phdqv wr wd{ lqwhuqdwlrqdo lqwhuhvw lqfrph1 Iru hdfk uhjlph/ zh frqvlghu wkh
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htxloleulxp ri d uhshdwhg jdph1 Wkh ehvw uhjlph lv wkh rqh wkdw eulqjv wkh ohyho ri
wd{dwlrq lq wkh uhshdwhg jdph forvhvw wr wkh frrshudwlyh ohyho ri lqwhuhvw wd{dwlrq1
Vxvwdlqdeoh ohyhov ri wd{dwlrq lq hlwkhu uhjlph ghshqg rq wkh lpsruwdqfh ri edqn
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Table 1: Comparisons of alternative regimes 




Table 2: Simulation with symmetric countries       
 
 )RUHLJQ
  WT IE 
  0.06724 
[0.01545]    0.06138 
[0.00163]  WT 
0.06724 
[0.01545]    0.05998 
[0.01580]   
  0.05998 









[0.00163]    0.06300 
[0.0100]   
Note: 0.04, 0.005, 0.06, 1.4, 0.03, 1, 0.1. it a b d r ==== == D =  
Numbers indicate social surplus, obtained using the tax in brackets. 
 
Tax regime  One-shot Nash  Max. sust. tax rate  Foreign placements  Welfare 
  n t  
*n t  
m t  
*m t   ˆ h  
* ˆ h   S  
* S  
WT - WT  0.01321 0.01321 0.01545 0.01545 0.36369 0.36369 0.06724 0.06724 
IE - IE  0  0  0.01  0.01  0.05000 0.05000 0.06300 0.06300 















Figure 1: Tax rates as functions of the  
                common discount factor   
Note: a=1;￿ ￿￿￿￿￿ / ￿￿￿￿￿￿ ! ￿￿￿ DQG W  0.03 29 
Table 3: Selected further simulation results 
 







Max. sust. tax 
rate  Welfare  One-shot 
Nash  Max. sust. tax rate  Welfare 
a 
* S  
n t  
*n t  
m t  
*m t   S  
* S  
n t  
*n t  
m t  
*m t   S  
* S  
1      0.05  0.01321  0.01321  0.01431  0.01431  0.06605  0.06605  0  0  0.0  0.0  0.05175  0.05175 
1      0.10  0.01321  0.01321  0.01545  0.01545  0.06724  0.06724  0  0  0.01  0.01  0.06300  0.06300 
1      0.15  0.01321  0.01321  0.01663  0.01663  0.06798  0.06798  0  0  0.02852  0.02852  0.07195  0.07195 
.      0.20*  0.01321  0.01321  0.01786  0.01786  0.06869  0.06869  0  0  0.03  0.03  0.07200  0.07200 
.      0.30*  0.01321  0.01321  0.02047  0.02047  0.06995  0.06995  0  0  0.03  0.03  0.07200  0.07200 
.      0.40*  0.01321  0.01321  0.02329  0.02329  0.07099  0.07099  0  0  0.03  0.03  0.07200  0.07200 
.      0.50*  0.01321  0.01321  0.02635  0.02635  0.07170  0.07170  0  0  0.03  0.03  0.07200  0.07200 
.      0.60*  0.01321  0.01321  0.02969  0.02969  0.07199  0.07199  0  0  0.03  0.03  0.07200  0.07200 
.      0.70*  0.01321  0.01321   0.03  0.03  0.07200  0.07200  0  0  0.03  0.03  0.07200  0.07200 
2  0.10 0.01321  0.01321  0.01603  0.01500  0.12395  0.07861  0  0 0.01346  0.00631  0.11489  0.06970 
5  0.10 0.01321  0.01321  0.01704  0.01454  0.29346  0.11463  0  0 0.01630  0.00289  0.26209  0.08301 
10  0.10 0.01321  0.01321  0.01804  0.01427  0.57519  0.17868  0  0 0.01736  0.00151  0.50328  0.10245 
20  0.10 0.01321  0.01321  0.01932  0.01407  1.13758  0.31620  0  0 0.01792  0.00076  0.98391  0.14028 
      Note: * Indicates that for these values of the discount factor, the maximum sustainable tax rate corresponds to the residence-based tax, t= 0.03, in the IE-IE 
                 regime. Parameter values: 0.04, 0.005, 0.06, 1.4. i b d r ====    30 
 
Table 4: Simulation with symmetric countries: higher 
discount factor       
 
 )RUHLJQ
  WT IE 
  0.06798 
[0.01663]    0.06358 
[0.00569]  WT 
0.06798 
[0.01663]    0.06437 
[0.01894]   
  0.06437 









[0.00569]    0.07195 
[0.02852]   
Note: 0.04, 0.005, 0.06, 1.4, 0.03, 1, 0.15. it a b d r ==== == D =  




Table 5: Simulation with asymmetric countries:        
 
 )RUHLJQ
  WT IE 
  0.17868 
[0.01427]    0.09518 
[0.00017]  WT 
0.57519 
[0.01804]    0.49208 
[0.01587]   
  0.16059 









[0.01317]    0.50328 
[0.01736]   
Note: 0.04, 0.005, 0.06, 1.4, 0.03, 10, 0.1. it a b d r ==== == D =  
Numbers indicate social surplus, obtained using the tax in brackets. 31 
 
Table 6: Comparisons of alternative regimes: three countries  
 
Tax regime  One-shot Nash  Max. sust. tax  Foreign placements  Welfare 
  n t  
*n t  
m t  
*m t   h    ˆ h  
* h   
* ˆ h   S  
* S  
WT - WT  0.00721 0.00721 0.00919 0.00919 0.15310 0.52036 0.15310 0.52036 0.06022 0.06022 
IE - IE  0  0  0.00230 0.00230 0.03827 0.69259 0.03827 0.69259 0.05446 0.05446 
WT - IE  0.00721  0  0.00925 0.00113 0.01878 0.72183 0.15419 0.51871 0.05616 0.05723 
Note:  0.04, 0.005, 0.06, 1.4, 0.15, and  0.1. i bd rg ==== D = = The cooperative tax rate is, in all regimes, 




Table 7: Selected simulations: three countries  
Note: Parameter values: 0.04, 0.005, 0.06, 1.4. i b d r ==== The cooperative tax is a function of g .  
     * At this level of the discount factor, countries choose the cooperative tax level in the information exchange regime.   














Max. sust. tax rate  Welfare  One-shot 
Nash 
Max. sust. tax rate  Welfare 
a  D   g   c t  
n t  
*n t  
m t  
*m t   S  
* S  
n t  
*n t  
m t  
*m t   S  
* S  
1  0.10  0.1 0.01689 0.00721  0.00721 0.00850  0.00850  0.05981  0.05981  0  0  0  0  0.05175 0.05175 
1  0.15  0.1 0.01689 0.00721  0.00721 0.00919  0.00919  0.06022  0.06022  0  0 0.00230  0.00230 0.05446 0.05446 
1  0.30  0.1 0.01689 0.00721  0.00721 0.01139  0.01139  0.06131  0.06131  0  0 0.01689*  0.01689*  0.06245 0.06245 
1  0.15  0.1 0.01689 0.00721  0.00721 0.00919  0.00919  0.06022  0.06022  0  0 0.00230  0.00230 0.05446 0.05446 
5  0.15 0.1  0.01689  0.00721  0.00721  0.01058  0.00839  0.27128 0.08836 0  0  0.00380  0.00073  0.24824  0.07105 
10 0.15 0.1  0.01689  0.00721  0.00721  0.01147  0.00816  0.53427 0.12295 0  0  0.00411  0.00039  0.48860  0.09011 
1 0.15 0.07  0.01127  0.00464  0.00464  0.00599  0.00599  0.05696  0.05696 0 0  0  0  0.05175  0.05175 
1  0.15 0.15  0.02126  0.00921  0.00921  0.01167  0.01167  0.06280  0.06280 0 0  0.01104  0.01104  0.06241  0.06241   32 
Table 8: Simulation with 3 symmetric countries:        
 
 )RUHLJQ
  WT IE 
  0.06022 
[0.00919]    0.05723 
[0.00113]  WT 
0.06022 
[0.00919]    0.05616 
[0.00925]   
  0.05616 









[0.00113]    0.05446 
[0.00230]   
Note: 0.04, 0.005, 0.06, 1.4, 0.03, 1, 0.15, it a b d r ==== == D =  










  WT IE 
  0.06061 
[0.00989]    0.05822 
[0.00278]  WT 
0.06061 
[0.00989]    0.05783 
[0.01083]   
  0.05783 









[0.00278]    0.06138 
[0.01156]   
Note: 0.04, 0.005, 0.06, 1.4, 0.03, 1, 0.2, it a b d r ==== == D =  









  WT IE 
  0.12295 
[0.00816]    0.09102 
[0.00012]  WT 
0.53427 
[0.01147]    0.48842 
[0.00931]   
  0.12442 









[0.00880]    0.48860 
[0.00411]   
Note: 0.04, 0.005, 0.06, 1.4, 0.03, 10, 0.15, it a b d r ==== == D =  
and 0.1. g =  Numbers indicate social surplus, obtained using the tax in 
 brackets. 